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In the Matter of the Appeal of )
SAN FRANCI SCO CREDI T UNI ON )

Appear ances:
For Appellant: E R Zion, its Secretary-Treasurer

For Respondent: W. M, Walsh, Assistant Franchise Tax
Conm ssioner; Frank M Keesling, Franchise
Tax Counsel

OP1l NI ON

This appeal is made pursuant to Section 25 of the Bank and
Corporation Franchise Tax Act (Chapter 13, Statutes of 1929, as
amended) from the action of the Franchise Tax Commi ssioner in
overruling the protest of the San Francisco Credit Union, a
corporation, to the Conm ssioner's proposed assessnent of addi-
tional tax in the amount of $105.44 for the taxable year ended
Decenber 31, 1936, based upon the incone of the corporation for
the year ended Decenber 31, 1935.

_ The_Apgfllant was incorporated on April 3, 1934, under the
California Credit Union Act (Statutes 1927, p. 51, as anended;
Deering CGeneral Laws, Act 1887). Its capital structure consists
of two-classes of shares, designated as (ass A and Class B
shares, and One Hundred Dol lar interest bearing certificates.
Each nmenber,of the Credit Union nmust purchase one Cass A share,
which is a $10 Rar val ue voting share, but can not purchase nore
than one of such shares. The nenber may then purchase one or
more Class B shares, which are $10 par val ue non-voting shares,
and one or nore of the interest-bearing certificates. ~The
Credit Union loans to its nenbers at interest the funds which it
acquires from the issuance of the shares and certificates, and
after deducting operating expenses, which include interest paid
to holders of certicicates and a sum for a Cuaranty Fund, dis-
tributes the balance of the amount received as interest on these
| oans to the (ass A and Cass B shareholders. The only question
presented by this appeal is the correctness of the action of the
Comm ssioner in denying to the Appellant a deduction fromits
ross income of the amount of $903.14 distributed by the Appellan
0 the sharehol ders.

The Appel lant contends that the anount paid to its share-
hol ders is deductible fromits gross incone as interest, and,
as a wholly independent ground, that all incone received by it
as interest on its loans to nembers is deductible under Section
8(1) of the Bank and Corporation Franchise Tax Act. In view
of the conclusion we have reached, the latter point is the only
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one that requires discussion.

. Section 8(1) authorizes the follow ng deduction from gross
i ncone:

"In the case of other associations organized and
operated in whole or in part on a cooperative

or a mutual basis, all income resulting from or
arising out of business activities for or wth
their menbers, or with nonnenbers, done on a
nonprofit basis."”

The "other associations" referred to are those not covered by
the three preceding subdivisions of Section 8, which contain
speci al provisions applicable respectively to nutual building
and |oan associations, nutual savings banks, and farmers
cooperatlve_narketln% associ ations, Al though there afpears to
be no question but that Appellant is an association of the type
referred to in the above quoted provision of the Act, the
Respondent contends that Appellant is not authorized to t ake an;
deduction because its business was not "done on a nonprofit
basis." In our opinion, however, two principles of statutory
construction, when applied to the language of the above provi-
sion, preclude us fronladoPtlng the construction for which
Respondent contends. The first is that unless the contrary is
establ i shed by the context or the evident neaning of the "sectior
ualifying words are to be applied only to their 1ast antecedent
<?Los Angel es County v, Graves, 210 Cal. 21; Helping Hand Hone
for Children v, San_Diego County, 26 Cal. Aapp, de 4525 59
Corpus Juris. 985,) Thus, if "this'rule is to be followed, the
words "done on a npnﬁroflt basis" nmust be constured as referring
only to business with nonmenbers and not to business with
menbers.  The-other principle is that effect is to be given,
when possible, o all of the Iangu%gg enployed in _a |legislative
enact ment . (1os Angel es County v, eaves, supra;.23 Cal. Jur.
757.) It is to be observed that had Section 8(15 been i ntended
not to make any distinction between business with menbers and
that with nonmenbers, there would have been no purpose in
specifically mentioning the two kinds of activity, as the intent
coul d have heen nost clearly expressed by referring nerely to
business activities done on a nonprofit basis. In view of these
considerations, we believe Section &il) must be construed as
authorizing the deduction of all income from business wth
nmenbers, and the deduction of inconme from business with nonnenbe:
In those cases in which the business is done on a nonprofit basi

_ Since Aﬁpellant's | oans were nade entirely to its nenbers,
It follows that whatever incone was derived therefromis
deducti bl e under the provisions of Section 8(1).

~Pursuant to the views-expressed in the opinion of the Board
on file in this proceeding, and good cause appearing therefor
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| T I'S HEREBY ORDERED, ADJUDGED aND DECREED that the action
of Chas. J, McColgan, Franchi se Tax Comm ssioner, in overruling
the protest of San Francisco Credit Union, to a proposed assess-
nment of additional tax for the taxable year ended Decenber 31,
1936, in the amount of $105.44, pursuant to Chapter 13, Statutes
of 1929, as anended, be and the sane is hereby reversed. Said
ruling 1s hereby set aside and the said Comm ssioner is hereby
directed to proceed in conformty with this order.

-Done at Sacramento, California, this 7th day of July,
1942, by the State Board of Equalization.

R E. Collins, Chairman
Wn G Bonel I'i', Menber
George R Reilly, Menber
Harry B. Riley, Menber

ATTEST:  Dixwell L, Pierce, Secretary
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